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. Chairman Ott, members of the Agriculture Committee. I have circulated two recent articles to you from thé
Wisconsin State Journal which shows you the type of costly pollution standards the Federal govemment is
proposmg forémall, medlum and large size farms.

Estimatcs show that the cost of meeting the Federal standards could cost Wisconsin farmers millions of -
dollars of their own money. Just last week the Environmental Protection Agency (EPA) proposed
regulations to reduce manure runoff from big farms. However, the new standards would also affect smaller
operations, otherwise known as family farms. These family farms struggle to make ends meet. Now these
- new standards would require them to build manure storage systems and restrict manure spreadmg to certain
~ times of the year.

~ This piece of Ieglsiauon works with farmers to protect the environment by offering an economic incentive by .
~ way of a tax credit. Farmers may receive a 5% credit for workmg to reduce non-point pollution by making

any of the following improvements to their land:

1. Renovating or repair water waste management systems related to farming.

2. Taking measures to limit and control soil erosion on farmland.

3. Engaging in efforts to reforest farmland.

4, Taking corrective action to stop discharge of pollutlon into the land, air or water.

In addition, this bill would ;;rovide $500,000 annually for farmers to recoup 5% of the educational cost of
tuition and textbooks for those in the fields of agriculture or farm management.

We need to support the next generation of Wisconsin farmers if we are to retain our title as America’s
Dairyland.

Thank you.
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More regulations
for dairy farms?

Pollution changes
could affect 12,000
state operations

By Rick Barrett
Agribusiness reporter

Dairy farms with more than 69
cows would be tightly regulated
under pollution rules proposed by
the U.S. Environmental Protection

- The mgulatmns, which call for
aggressive enforcement of the fed-

eral Clean Water Act, could affect

up to 12,000 of the state’s 23,000
dairy farms, according to the Wis-
consin Farm Bureau Federation.
The rules also would apply to beef,
hog and poultry farms.
“1t could have one heck of an
impact on chonsm, said Paul
 Zimmerman, Farm Bureau direc-
tor of government relations.
Under the proposed EPA rules,
even farms with as few as 20 dairy
cows, 50 beef cattle, and 100 hogs

Buttherealtargetofme mles
would be mid-sized and big farms.
Theym}éhavemundergoregu-

ctions, obtmz: poiiutmn

reéerease of chem;ca}s, maxmrfe and
0 wasthmto waterways.

‘Such pollution has been blamed
for excessive nutrients and toxic
chemicals getting into waterways,
creating “dead zones” where fish
and other aquatic life no km@r
survive.

vary widely.

Wisconsin already has some of
the strictest pommoa standards in
the nation, said Department of
Natural Resources Secretary

ed toad@tsame

George Meyer. ; ~
Also, in about a year, Wis
will have additional regula
applicable to farms with
1,000 “animal uni mﬂgh}y

dmry COWS.
“We have some of the best

-lution standards in the coun

Meyer said. “1 don’t think the
regulations will affect us as o

quire factmyﬂhke permits
farms with more than 1,000 c:

quired for “smaller farms
iakes, rivers and environmen
sensitive areas. : )
’I‘hemgestfamswonidhaveto
fully comply with the pollution con-
misbymammerestbyw
There's still time for the live-
stock industry to iate some -
termsmtheEPAnﬁ&,samBmd
Crass, an environmental lawyer in
“But farmers need to pay atten-
tion,” he said. “If they're asleep at
the switch, these rules will be
adopted and they will have to live
with it.” .
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1997 Session
LRB or Bil NoJAdm. Rule No,
AB 901
g‘gf;: ‘ESS'NT:;B‘ANTBE‘) gmmm g :::;s;m ) Amendment No. # Applicable
Subject

Income and Franchise Tax Credit for Farm Expenses

Fiscal Effect

State: [[] No State Fiscat Effect
mmmmawm.mmam-mm Dmmcm-myaommwm

appropriation Wilhin Agency’s B DY«DM
L} increase Existing Appropriaton [ Increase Exisling Revenues gt
] ‘Decrease Exising Appropristion (K] Decress Existing Revenves

O create New Appropriation [J Decrease Costs
Local: [X) No Local Governmert Costs
1.[J increase Costs 3. increase Revenues §. Types of Local Govemmental Units Affected:
O remissive  [Imancatory | Cdrermissve [ Manastory
. C]Tm O vilages [ JCites
2.0 Decroase Costs 4.[J Decrease Revenues O counties ] otners
O remissive  [Imandatory Olrermissve  [J mandatory
. [ sencol Distries [ wres pistriess

Fund Sources Affected ) mmawm
Xeerr Orep [Oero [ ers [Jses [Jsecs

20.566 (1)(a)

Assumptions Used In Arriving at Fiseal Estimate
The bill would create a nonrefundable income and franchise tax credit for certain expenses paid by persons

studying agriculture or by farm management and businesses actively engaged in farming. The creditis

nonrefundable and unused credits may be carried forward for 15 years to offset tax liability in future years.

Under the bill, farm related expenditures that would qualify for the credit include:

1. 5% of tuition and textbook expenses of an individual or employee to attend courses at an eligible institution
in the fields of agriculture or farm management;

2. 5% of the cost to construct, renovate or repair water or waste management systems, limit and control soil
erosion, engage in reforestation of farmiand, or take corrective action to stop discharge of pollution into the

land, air or water;

continued on two

Long-Range Fiscal Impiications

Agency/Prepared by: (Name & Phone No.) Authorized Signeture/Tslephons No. ~ Dete
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No. . | Amendment ?
FISCAL ESTIMATE WORKSHEKT @omema. O uepaten Rule No ‘
nm.zw(mw?' vl Fiocal £fiec O correctep D suppLemenTAL
AB 901
Subject

Income and Franchise Tax Credit for Farm Expenses
L m«mmn«mmwmmmmmmmummm

One-time administrative costs of $319,700 in FY 1988-99 and $25,200 in FY 1998-00
. Annualized Costs: Annualized Fiscal impact on State Funds from:

increased Costs Decreased Costs

A. Stats Costs by Category
) _20FTE) (_FT®)

Local Assistance S .
Aids to individuals or Organizations ‘ .
TOTAL State Costs by Cutagory $136.800 3-

B. State Costs by Source of Funds , incrassed Costs Decreasad Costs
GPR $ 136,800 $-

NET ANNUALIZED FISCAL IMPACT
STAIE

NET CHANGE IN COSTS $ 138,800
NET CHANGE IN REVENUES $- 3.9 mifion

“AgencylPrepared by: (Mame & Phone No.) Authorized Signature/Teiephens No. ~Date
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Pamela Waigran, (608) 288-7317 {608) 268-2700
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Fiscal Estimate : .
AB 901 :
Page 2

Based on information provided by the University of Wisconsin System, the University of
Wisconsin-Extension and the Wisconsin Technical College System, approximately $10.9 million
is spent for educational expenses related to agricuiture and farm management courses. These
expenses would also be eligible for a 5% credit, so potential credit claims are $0.5 million
($10.9 million x .05).

The potential credit claims under this bill are $5.2 million ($4.7 milfion + $.5 million). Because
some farmers will not have enough tax liability to fully use up their credits in the year claimed, this
_estimate assumes that only 75% of the eligible credit amount would be used in a given year.
Thus, it is estimated that a credit for agricultural expenses would reduce state tax revenues by
$3.9 million ($5.2 million x .75).

Administrative costs would increase because the individual and corporate tax booklets would
require additional pages to accommodate new schedules and additional lines on the tax form;
computer program changes would be needed to process the new credit, and claims would
require additional screening, keying and auditing of returns. As a result, there would be
additional one-time costs of $319,700 in FY 1998-99 and $25,200 in FY 1999-00. There would
also be on-going costs of $136,600 annually. ;

yte 3/\6{‘\2‘



1997 Session
LRB or Bill No./Adm. Rule No.
PRELIMINARY
LRB 4318/1
FISCAL ESTIMATE & ORIGINAL O uPDATED Amendment No. if Applicable
DOA-2048 N(R10/94) O CORRECTED O SUPPLEMENTAL

Subject
" Income and Franchise Tax Credit for Farm Expenses

Fiscal Effect

State: [[] No State Fiscal Effect
Check columns below only if bill makes a direct appropriation or affects a sum sufficient X Increase Costs - May be Possible to Absorb

appropriation Within Agency's Budget DYes X] No
E] Increase Existing Appropriation D Increase Existing Revenues
D Decrease Existing Appropriation < Decrease Existing Revenues
D Create New Appropriation D Decrease Costs

Locatl: @ No Local Government Costs

1. [:] Increase Costs 3. D Increase Revenues 5. Types of Local Governmental Units Affected:
D Permissive D Mandatory D Permissive [:] Mandatory .
D Towns D Villages DCities
2. D Decrease Costs 4. [:l Decrease Revenues D Counties D Others
D Permissive [:]Mandatory D Permissive D Mandatory

[] School Districts [_] WTCS Districts
Fund Sources Affected Affected Ch. 20 Appropriations
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Assumptions Used in Arriving at Fiscal Estimate

The bill would create a nonrefundable income and franchise tax credit for certain expenses paid by persons
studying agriculture or by farm management and businesses actively engaged in farming. The credit is
nonrefundable and unused credits may be carried forward for 15 years to offset tax liability in future years.

Under the bill, farm related expenditures that would qualify for the credit include:

1. 5% of tuition and textbook expenses of an individual or employee to attend courses at an eligible institution
in the fields of agriculture or farm management;

2. 5% of the purchase price paid for depreciable tangible property used in farming or 3.5% of the purchase
price if the property is expensed under section 179 of the IRC;

3. 5% of the cost to construct, renovate or repair buildings, feedlots or fences used in farming;

4. 5% of the cost to construct, renovate or repair water or waste management systems, limit and control soil
erosion, engage in reforestation of farmland, or take corrective action to stop discharge of pollution into the
land, air or water;

5. 5% of the cost to purchase new livestock; and

6. state and local sales tax paid by the claimant on the purchase, lease or rental of depreciable tangible
property used in farming.

{continued on page two)

Long-Range Fiscal Implications
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Pamela Walgren, (608) 266-7817 (608) 266-2700




Fiscal Estimate
LRB 4318/1
Page 2

According to information from the U.S. Census of Agriculture and U.S. Department of Agriculture,
approximately $830.5 million is spent annually by Wisconsin farmers on capital purchases of machinery
and equipment, buildings, structures and land improvements and livestock. These expenditures would
generally be eligible for a 5% credit, so potential credit claims on these amounts are $41.5 million
($830.5 million x .05).

Based on information provided by the University of Wisconsin System, the University of Wisconsin-
Extension and the Wisconsin Technical College System, approximately $10.9 million is spent for
educational expenses related to agriculture and farm management courses. These expenses would also
be eligible for a 5% credit, so potential credit claims are $0.5 million ($10.9 million x .05).

Information provided by the Census of Agriculture, the Census of Construction and the U.S. Department of
Agriculture indicates that there is approximately $181.7 million in eligible farm-related expenditures that
are subject to the sales tax. This figure translates into $9.1 million in state sales tax revenues ($181.7 x
5%). Local sales tax revenues collected by Wisconsin counties and the Southeast Wisconsin Professional
Baseball Park District are approximately 6.21% of state sales tax revenues, so estimated local sales taxes
are an additional $560,000 ($9.1 million x 6.21%). Therefore, total sales tax revenues on these
expenditures are $9.7 million ($9.1 mllhon + $0.6 million). A credit would be provided on the full amount of
these expenses.

Total potential credit claims under this bill are $51.7 million ($41.5 million + $0.5 million + $9.7 million).
Because some farmers will not have enough tax liability to fully use up their credits in the year claimed,
this estimate assumes that only 75% of the eligible credit amount would be used in a given year. Thus, it
is estimated that a credit for agricultural expenses would reduce state tax revenues by $38.8 million
annually ($51.7 million x 75%).

Information on administrative costs is not yet available and will be provided in an updated fiscal estimate.

YeR 3/>5[ag



FISCAL ESTIMATE WORKSHEET
Detailed Estimate of Annual Fiscal Effect
DOA-2047(R10/94)

PRELIMINARY

® ORIGINAL O uppaTED
O correctep O suPPLEMENTAL

1997 Session

LRB OR Bill No.\Adm. Rule No.

LRB 4318/1

Subject

Income and Franchise Tax Credit for Farm Expenses

I. One-Time Costs or Revenue Impacts for State and/or Local Government (do not include in annualized fiscal effect):

Not Available At This Time

il. Annualized Costs:

Annualized Fiscal Impact on State Funds from:

A. State Costs by Category
State Operations - Salaries and Fringe

Increased Costs Decreased Costs

(FTE Position Changes)

(FTE)

(. FTE)

State Operations-Other Costs

Local Assistance

Aids to Individuals or Organizations

TOTAL State Costs by Category

$ Not Available At This Time

B. State Costs by Source of Funds
GPR

$ Not Available At This Time

Increased Costs Decreased Costs

FED

$

PRO/PRS

$

SEG/SEG-S

lll. State Revenues -

stat revenues

GPR Taxes

Com lete this on?

when

osal will increase or decrease
g., tax

ro
lpease, decrease in license fee, etc.)

Increased Rev. Decreased Rev.

$ - 38.8 million

GPR Earned

FED

PRO/PRS

SEG/SEG-S

TOTAL State Revenues

$ - 38.8 million

NET ANNUALIZED FISCAL IMPACT

Amendment No.

STATE LOCAL
NET CHANGE IN COSTS $ Not Available At This Time $
NET CHANGE IN REVENUES $ - 38.8 million $
Agency/Prepared by: (Name & Phone No.) Authorized Signature/Telephone No. Date
Wisconsin Department Of Revenue Yeang-Eng Braun
Craig Kammholz, (608) 261-8984 0 /1‘\“‘"’“"‘\ 2 / 25 / &
Pamela Walgren, (608) 266-7817 (608) 266-2700 \‘{
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3. Obtain FISCAL ESTIMATE NOW, prior to introduction
If the analysis indicates fhat a fiscal estimate is required because the proposal maKes-4n appropriation or
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introduction. It takes about 10 days to obtain a fiscal estimate. Requesting the fiscal estimate prior to
introduction retains your flexibility for possible redrafting of the proposal.

If you have any questions regarding the above procedures, please call 266-3561. If you have any questions

relating to the attached draft, please feel free to call me.

Marc E. Shovers, Senior Legislative Attorney
Telephone: (608) 266-0129
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SECTION 2. Section 71.07(3r) of the statutes is created to read: M M ;

71.07(3r). FARMLAND EDUCATION, INVESTMENT AND SALES CREDITS.

(a) Definitions. In this subsection:

1. "Agricultural use" shall have the meaning set forth in s. 91 01(1).

2. "Claimant" shall have the meaning set forth in s. 71.07(3m)(a)l.

3. "Department" means the department of revenue.

4. "Depreciable farm property" means depreciable, tangible property used by

a claimant engaged in the trade or business of farming including new farm machinery,
. milking and irrigation equipment, and other personal property used in farming.

S. "Engaged in the trade or business of farming" means actively engaging in
agricultural use of the farm land.

6 "Farmland" has the meaning in's. 71.07(3m)(a)3.

7 “Livestock” means cattle, swine, sheep, goats and other species of animals
susceptible of use in the production of dairy products, meat and meat products.

(b) Filing Claims.

1. Eligibility and qualifications. Subject to the limitations in this subsection
and ss. 71.80(3) and (3m), a claimant may claim as a credit against Wisconsin income

taxes otherwise due, the amounts determined under par. (c).

2. Carry forward of credits. Any claimant receiving a credit under this

subsection may carry forward to the next succeeding 15 taxable years the amount of the

credit not offset against taxes for the year of the activity which forms the basis for the
credit to the extent not offset by those taxes otherwise due in all intervening years
between the year for which the credit was computed and the year for which the
carry-forward is claimed.
3. Ineligible claims. No credit may be allowed under this subsection:
a. Unless a claim is filed with the department in conformity with the

filing requirements in ss. 71.03(6) and (7).



b. If the department determines that ownership of the farmland has
been transferred to the claimant for the purpose of maximizing benefits under this
subsection.

C. If the department determines that the claimant is not engaged in the
trade or business of farming.

(c)  Computation. A claimant engaged in the trade or business of farming may claim
against taxes otherwise due under this subchapter equal to:

1. 5 percent of the total tuition and costs for attending agricultural and farm
management courses sponsored by the University of Wisconsin, Wisconsin Technical
College System or other accredited educational institutions.

2. 5 percent of the purchase price of depreciable farm property acquired by
the claimant, or 3.5 percent of the purchase price of depreciable farm property that is
expensed under section 179 of the internal revenue code for purposes of the taxes under
this subchapter.

3. 5 percent of the cost expended by a claimant to construct, renovate,
rehabilitate or repair farm buildings, milking parlors, barns, feedlots and fences.

4. 5 percent of the cost expended by a claimant to construct, renovate,
rehabilitate or repair water and waste management systems, to limit and control soil
erosion, to take corrective action under s. 94.73 in connection with the discharge of
agricultural chemicals, or to engage in reforestation of farmland.

5. 5 percent of the cost expended by a claimant to purchase new dairy cattle
and livestock.

| 6. The amount of taxes paid by the claimant under subchs. III and V of ch. 77
on the purchase, lease and rental of depreciable farm property.
SECTION 3. Section 71.28(2r) of the statutes is created to read:
71.28(2r). FARMLAND EDUCATION, INVESTMENT AND SALES CREDITS.

(a) Definitions. In this subsection:



1. "Agricultural use" has the meaning in's. 91.01(1).

2. "Department" means the department of revenue.

3. "Depreciable farm property" means depreciable, tangible property used by
a corporation engaged in the trade or business of farming including new farm machinery,
milking and irrigation equipment, and other personal property used in farming.

4. "Engaged in the trade or business of farming" means actively engaging in
agricultural use of the farm land.

5 "Farmland" has the meaning in s. 71.07(3m)(a)3.

6. “Livestock” means cattle, swine, sheep, goats and other species of animals
susceptible of use in the production of dairy products, meat and meat products.

(b) Filing Claims.

1. Eligibility and qualifications. Subject to the limitations provided in this
subsection and ss. 71.80(3) and (3m), a corporation may claim as a credit against
Wisconsin income taxes otherwise due, the amounts determined under par. (c).

2. Carry forward of credits. Any corporation receiving a credit under this
subsection may carry forward to the next succeeding 15 taxable years the amount of the
credit not offset against taxes for the year of the activity which forms the basis for the
credit to the extent not offset by those taxes otherwise due in all intervening years
between the year for which the credit was computed and the year for which the
carry-forward is claimed.

3. Ineligible claims. No credit may be allowed under this subsection:

a. Unless a claim is filed with the department in conformity with the

filing requirements in ss. 71.03(6) and (7).

b. If the department determines that ownership of the farmland has
been transferred to the corporation for the purpose of maximizing benefits under
this subsection.

c. If the department determines that the corporation is not engaged in



the trade or business of farming.

(c)  Computation. A corporation engaged in the trade or business of farming may

claim against taxes otherwise due under this subchapter equal to:

1. 5 percent of the total tuition and costs for attending agricultural and farm
management courses sponsored by the University of Wisconsin, Wisconsin Technical
College System or other accredited educational institutions.

2. 5 percent of the purchase price of depreciable farm property acquired by
the corporation, or 3.5 percent of the purchase price of depreciable farm property that is
expensed under section 179 of the internal revenue code for purposes of the taxes under
this subchapter.

3. 5 percent of the cost expended by a corporation to construct, renovate,
rehabilitate or repair farm buildings, milking parlors, barns, feedlots and fences.

4. 5 percent of the cost expended by a corporation to construct, renovate,
rehabilitate or repair water and waste management systems, to limit and control soil
erosion, to take corrective action under s. 94.73 in connection with the discharge of
agricultural éhemicals, or to éngage in reforestation of farmland.

5. 5 percent of the cost expended by a corporation to purchase new livestock.

6. The amount of taxes paid by the corporation under subchs. III and V of ch.

77 on the purchase, lease and rental of depreciable farm property.
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ANALYSIS OF PROPOSED TAX EXEMPTIONS AND CREDITS IN DAIRY 2020
LEGISLATION

The Department of Development (DOD), as part of the Governor's Dairy 2020 Council, is
considering amending current tax law by creating a capital gains exemption and new tax credits
aimed at encouraging and developing Wisconsin's dairy industry.

This paper considers the public policy issues and fiscal impact that result from the proposal. No
attempt has been made by the Department to evaluate the administrative impact of the

~ proposal or to offer suggestions that the Department feels would improve the draft language of
the proposal in order to simplify the administration of the state tax code.

|. DOD PROPOSAL

The DOD draft suggests creating two types of tax incentives to encourage the continued
development and stability of Wisconsin’s dairy industry. The tax incentives would be available
for corporate and noncorporate taxpayers.

A. One-time Capital Gains Exclusion

The first tax incentive would be a one-time capital gains exclusion for the sale or exchange
of qualifying farm land completed by an individual. The exclusion would not exceed
$250,000 for a married couple filing jointly and $125,000 for a married person filing
separately or a single filer.

The taxpayer claiming the exemption would qualify only if certain conditions are met. First,
the taxpayer must be 55 years or older in the year that the sale of the land is made.
Second, the taxpayer making the sale, or a member of a taxpayer's household, has been
involved in the farming of the land involved in the sale for the 10 years prior to the sale.
And third, the buyer of the land must be a beginning rancher or farmer or someone who
enters into a farmland preservation agreement.

A recapture provision also exists. The qualifying land must continue to be used for farming
purposes for a period of at least 5 years after the sale of the land. If the land is converted
to a nonfarming purpose during this period, a percentage of the exemption amount is
recaptured and an interest penalty is levied. The percentage is dependent on the timing of
the conversion of the land to nonfarming use, with quicker conversions subject to a larger
recapture percentage of the original exemption amount. The recapture provision does not
apply in bankruptcy cases or when the exemption failed to reduce Wisconsin income tax in
the year it was claimed.
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B. Farmland Education. Investment and Sales Tax Credits

The proposal would establish several new tax credits for corporate and noncorporate
taxpayers. The credits include:

e a credit equal to 5% of the tuition and costs to attend agricultural and farm
management courses through an accredited school,

e aninvestment tax credit equal to 5% of the purchase price of depreciable farm
property, or 3.5% of the cost of the property if it is expensed under section 179 of the
internal revenue code;

e a credit equal to 5% of the cost to construct, renovate, repair, or rehabilitate farm
property; '

e a 100% sales tax credit for amounts paid for the purchase, lease and rental of
depreciable farm property.

e a 5% credit for constructing or repairing water and waste management systems used
to limit or control soil erosion, to take corrective action in the discharge of agricultural
chemicals, or to engage in reforestation of farmland;

e a5% mvestment tax credit for purchasing new dairy cattle and hvestock

The proposed credits would be nonrefundable; unused amounts could be carried forward
for up to 15 years.

Il. FISCAL EFFECT

A. One-time Capital Gains Exclusion

The fiscal effect that would result from the one-time capital gains exclusion is unknown.
However, some data does exist that may give an indication of the magnitude of the fiscal
effect. ‘

Based on results from a simulation using the 1993 Individual Income Tax Sample, as many
as 1,800 taxpayers would benefit from the proposed one-time capital gains exclusion. The
revenue loss, after adjusting for growth in farmland value between 1993 and 1986, is
estimated to be $600,000.

These data are incomplete, however, and there are several reasons why the fiscal effect is
likely to be different from the simulation results. First, while data exist on sales of farmland
in specific years that would shed light on taxable gains, the nature of the proposal creating
a one-time exclusion for gains from the sale of farmland if certain conditions are met makes
estimating the fiscal impact for these particular gains impossible. For example, a taxpayer
quahﬁes for the exemption only if the taxpayer selling the land is at least age 55 or older;
there is nothing in the data that indicates how many of the taxpayers would qualify for the
exemption based on their age.

Also, it is possible that some of the farmland was converted to nonfarming uses; under the
qualifying terms of the proposal, these taxpayers would not be able to claim the exemption.
It is likely that at least some of the farmland sales captured by the data would not qualify for
the exemption. Thus, for all of these reasons, the fiscal effect at least partially overstates
the actual revenue loss.
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But there also exists reasons as to why the fiscal effect may be understated. Many sales of
farm property occur on the installment basis. These sales are not captured by the capital
gains simulation that was done to measure this fiscal effect. Also, many farmland sales are
carried out first on a rental basis in which the owner, at least initially, maintains ownership
of the property. These arrangements are also not captured by the fiscal estimate.

These conflicting factors contribute to the uncertainty of the fiscal estimate.

Tax Credit Estimates

Information on two of the tax credits—the 5% tuition credit and the 5% credit for investing in
waste management systems and other environmental remidiation systems-is not readily
available. Therefore, no fiscal estimate is provided for these two proposed tax credits.

Fiscal estimates on the other three proposed tax credits are provided below. The estimates
assume that the tax credits will be effective for investments and purchases made on or
after January 1, 1996; thus, the estimates represent state revenue losses for FY 1997.

While the proposal indicates that the tax credits will be nonrefundable, the estimates
presented indicate the revenue loss to the state if 100% of the credits claimed during the
year are also used during the year. In reality, many farmers do not have enough taxable
income in a given year to use 100% of the tax credits they are likely to claim. This analysis
makes no attempt to estimate what proportion of credits claimed in a year are actually used
in the same year.

1. 5% Depreciable Farm Property Investment Tax Credit

Based on information from the Economic Research Service (ERS) of the U.S.
Agricultural Department (USDA), total investment in new farm machinery and
equipment in the U.S. in 1990 totaled $6,401.9 million. It is estimated that the
Wisconsin share of this new investment (based on the ratio of Wisconsin gross farm
income to gross farm income in the U.S. in 1994, which is 3.04%) is $194.4 million in
1990 (6,401.9 x .0304). After adjusting for growth in new investment by farmers
between 1990 and 1996, it is estimated new investment in 1996 is $200.9 million in
Wisconsin.

Based on a 5% credit rate, the revenue loss to the state would be $10 million.

2. 5% Farm Real Property Investment and Rehabilitation Tax Credit
Information from the ERS indicates 1990 investment in and improvements to farm real
property in the U.S. was $3,390.4 million. Based on a 3.04% state share, an estimated

$103.0 million of this investment is attributed to Wisconsin.

After adjusting for growth, the estimated 1996 real property investment in Wisconsin is
$106.4 million.

Based on a 5% credit rate, the revenue loss to the state would be $5.3 million



100% Sales Tax Credit

The state sales tax rate is 5%, and 48 of Wisconsin's 72 counties levy an optional 0.5%
sales tax. Thus, for purposes of this estimate, a 5.5% state and local sales tax rate is
used.

The sales tax credit estimate assumes the same investment in depreciable farm
equipment for 1996 that was used in point 1 above-—$200 9 million. Applying a 5.5%

state and local sales tax rate, the estimated state revenue loss for the sales tax credit
is $11.1 million.

5% Investment Tax Credit for Livestock and Cattle Purchases

Information from ERS indicates that $49.3 million was expended on livestock and other
farm animal purchases in 1994 by Wisconsin farmers. After adjusting for growth, it is
estimated that similar purchases made in 1996 will total $50.4 million.

Based 6n a 5% ITC rate, the estimated state revenue loss in 1996 is $2.5 million.

Fiscal Estimate Summary

Table 1 summarizes the state fiscal effect of the proposed capital gains exemption and
the six new tax credits.

Table 1
Fiscal Estimate of Proposal

Tax Incentive FY 1997 Fiscal Estimate
($ Millions)

One-time Capital Gains Exemption 30.6
5% Depreciable Farm Property Investment 10.0
Tax Credit
5% Farm Real Property Investment and 5.3
Rehabilitation Tax Credit
100% Sales Tax Credit 11.1
5% ITC for Livestock and Cattle Purchases 2.5
5% Tuition Credit NA
5% ITC for Waste Management Equipment NA

Total , $20.5
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Ill. TAX POLICY CONSIDERATIONS

Agriculture in general, and the dairy industry in particular, have been an important part of the
Wisconsin economy for many years. In 1993, the state ranked 10th nationally in terms of cash
receipts from farming, with receipts from dairy products first among all fifty states. However, in
recent years California has surpassed Wisconsin in some measures as the dairy state leader.
In order to protect and maintain the economic viability of the farming industry in general and the
dairy industry in particular, policy makers feel it is important to target subsidies towards the farm
sector. This proposal is aimed at keeping the farm sector in Wisconsin competitive nationally.

In order for tax subsidies to be effective, they must reach their intended population. If the
farming sector has little or no income, the proposed tax subsidies will be ineffective because
they are poorly targeted.

Tatbie 2 below shows aggregate data for farmers, by Wisconsin income class, from the
Department of Revenue's 1993 Individual Income Tax Model. In order to identify only those
taxpayers whose principal activity is farming, the data was restricted to only those taxpayers
with gross farm income greater than $6,000, which is the same amount used in the state’s
farmland preservation credit to determine a qualifying farmer.

Table 2
Distribution of Income and Taxabie Income for Farmers with Gross Farm inocme > $6.000

Net Farm income Other income Toal income Wisconsin Taxable income
Adjusted Gross
Incamne Count %of Toal | Amout (SM)  Average | Amount(SM)  Average | Amount (SM)  Average | Amount (SM)  Average

<S0 5,168 10.2% ($110.6) ($21,396] $67.7 $13106 ($42.8) ($8.220 ($79.8) ($15.444
$0- 5,000 4,606 9.1% (15.2) (3,304 B4 7246 18.2 3942 126 2730
$5 - 10,000 6.062 12.0% 34 558 639 11,961 723 11.919 46.7 7.707
$10- 15000 6.073 120% 14.1 2322 101.1 16,624 1182 18,946 773 122711
$15- 20,000 6,601 131% 120 1,82 1415 21434 1835 23.25%6 1168 17,620
$20- 25.000 445 8.8% 14.6 3zn 1117 25,494 1283 28.767 100.1 22,460
$25 - 30.000 4,153 82% 26 5.682 137.0 32992 160.6 38.674 147 27,609
530 - 40.000 5.842 11.6% 272 4,651 228 38,142 250.0 42,733 2006 34332
$40 - 50.000 251 8.0% 78 3,110 1417 56,425 149.5 59,536 1123 44,716
$50 - 75,000 29390 59% 17.7 5,906 1986 66,429 216.3 72.335 179.2 £9.939
$75 - 100.000 1.02 20% 79 7653 101.9 99,676 109.7 107,368 882 86.255
$100 - 200.000 (>==] 1.4% 44 6,302 1014 145,008 1058 151,310 2.4 132191
$200 - 300.000 185 0.4% 72 38,967 454 245,585 8286 284,852 46.6 252120
> $500.000 140 0.3% (6.7 (47.608 138.0 964.250 128.3 916.641 138.0 988771
Total 50.517 100% $74 $146 $1.610.0 $31.871 $1.6174 $32.016 $1.245.6 $24.657

Source: 1993 Wisconsin Individual Income Tax Mode!

It is important to note that those taxpayers whose principal business activity is identified as
farming supplement their farm income with income from other activities. As Table 2 shows, in
many cases, the off-farm income is a significant portion of the total income of these farmers.
Some would argue that providing tax subsidies for farmers who derive much of their income
from non-farming activities is poor tax policy.

Additionally, 65% of the taxpayers have adjusted gross income of $25,000 or less. The
average net farm income of this group is -$2,477, and their average taxable income is $8,299.
This lack of income means the tax code is a poor choice from which to run a subsidy program.
It is difficult to effectively target subsidies to taxpayers when many of them cannot take
advantage of the subsidies because their tax liabilities are too low to fully utilize the credits. In
these cases, subsidies through direct grants would be more effective.
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Finally, Wisconsin already provides a number of tax incentives for farmers under current law.
The following is a list of the special tax incentives available to farmers.

Property tax exemptions are allowed for the following property: farm machinery and
equipment, milkhouse equipment, tools and garden equipment, livestock, manure storage
facilities, treatment plant and pollution abatement equipment, feed, cheese that is stored,
and secondary containment structures used to prevent leakage of liquid fertilizer or
pesticides.

Sales tax exemptions exist for farm machinery, electricity used in farming, medicines used
on farm livestock, veterinary services provided for health care or breeding, semen for
livestock breeding, milkhouse supplies, waste treatment facilities, long-term rental
payments for real estate used for business purposes (including dairy farms). In addition,
many business services available to farmers are not subject to tax.

Motor fuel sold for off-highway use is exempt from the state excise tax on motor fuels; the
great majority of taxpayers exempt from this excise tax are farmers.

Farmers with less than $1,000 gross farm profit are exempt from the state’s temporary
recycling surcharge, and other noncorporate farms with over $1,000 gross farm profit pay
no more than a $25 surcharge. Other non-farm businesses with more than $4,000 of
gross business receipts are subject to a surcharge ranging from $25 to $9,800.

Some farmers are eligible to claim the farmland tax relief credit and/or the farmland
preservation credit. The farmland preservation credit offers farmers refundable tax credits
for keeping their land in agricultural use, which appears to be the motive behind the
proposed tax credits.

Assessments for agricultural lands in 1996 and 1997 will be frozen at their 1995 levels.
Beginning in 1997, a phase-in of assessing agricultural land based on the value of the land
in agricultural use (use value assessment) rather than on fair market value will begin.

Wisconsin, like other states, has an estate tax (referred to as the pickup or gap tax) equal
to the maximum federal estate tax credit for state inheritance or estate taxes. This allows
the state to capture the maximum credit permitted under federai law. Like the federal tax,
Wisconsin's tax affects only those estates greater than $600,000.

Also, estate taxes may be paid in installments over 14 years if a closely-held business
accounts for at least 35% of the gross value. During the first four years after death, only
interest is paid; over the final 10 years, tax plus interest is paid.

Wisconsin allows an exclusion for 60% of long-term gains from the sales or exchange of
capital assets in excess of short-term losses. Assets held for more than one year qualify
for the exclusion. Depreciable property used in farming would not qualify as capital assets
for tax purposes. However, as business (section 1231) gains, they can qualify for the
preferential treatment.

The farm industry in Wisconsin already derives substantial benefits through the tax code.
Increasing the level of subsidy for this one sector will become problematic for the state if other
sectors feel a similar need for subsidies in order to remain economically competitive.
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